























































































































































P~-(1+t)M" I+t +(a~2/a~2)A"=dC/dM (9)G(aaM2)1+t(1-ca)
Wenexttumtotheoptimalbehaviorofthep-monopolistundertariffs.Toavoidrepetition
ofthecalculations,Ietusbarelystatehefirst-orderconditionforthemonopolist
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Weassumethatthereisaschemeoflumpsumco pensationwh che suresthatafterthe
changeintheregime,eitherallagentsarenotworseofforallagentsarenotbetteroff
Thereforec untryaispotentiallybetteroff(resp.worseoff)underaquotahanunderatariff
iftheoutputof hea-monopolistisgreater(resp.smaller)underaquotahanunderatariff
Wenowarriveatourfirstproposition
Proposition1. (1)If(A.l)-(A.3)andtheinequality~aT aresatisfied,thequilibrium
outputof henontradedintermediategoodofthea-monopolistissmallerandtheprofitof he
monopolistisgreaterunderaquotahanunderatariff.Moreovercountryaispotentially
worseoffunderaquotahanunderatariff
(2)If(A.l)-(A.3)andtheinequalityAaT>caaresatisfied,thequilibriumoutputof henon-
tradedintermediategoodofthea-monopolistisgreaterandtheprofitofthemonopolistis
greaterunderaquotahanunderatariff.Moreovercountryaispotentiallybetteroffundera
quotahanunderatariff
4. Theoptimalbehaviorofthep-monopolistandwelfareofcountrypunderquotas
Inthissectionletusverybrieflylookattheffectsofthechangeintheregimeincountrya
onthebehaviorofthep-monopolistandonthewelfareofcountryp
Letusfirstconsidertheoptimalbehaviorofthep-monopolist.Theanalysiswillproceedin
(388)
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thesimilarwaytothatinsection3.~ Thusletusagainstateheresultsonly.Underthe
assumptionthat
(A.4)dJBQ(MB)/dMB
wkereJBQ(MB)~~aIZBQlaMB
=p~+[MB/(a~2)2]-_2{DBnB/p)+[X(OaM2/6pM)/(a~2)2]}-CB'(MB),
wefindthat
MBQ~MBT ~~rBT
where~rB-[1+t(1-ca)](G+R) (DBnB/p)+[X(aaM2/apM)/(a~2)2]andG~ (1+t)a~2R
isdefinedin(8)
Moreoverweassumethatthereexistsa chemeoflumpsumcompensationwh chensures
thatafterthechangeintheregime,eitherallagentsarenotworseofforallagentsarenotbet-
teroff.Thencountrypispotentiallybetteroff(resp.worseoff)underaquotahanundera
tariffifandonlyiftheoutputof heP-monopolistisgreater(resp.smaller)underaquotahan
underatariff.Thuswehaveestablishedours condproposition
Proposition2. (1)If(A.1),(A.2),(A.4)andtheinequality~BT~rBTaresatisfied,the
equilibriumoutputof hep-monopolistissmallerandtheprofitof hemonopolistisgreater
underaquotahanunderatariff.Moreovercountrypispotentiallyworseoffunderaquota
thanunderatariff
(2)If(A.l),(A.2),(A.4)andtheinequality~BT>~BTaresatisfied,thequilibriumoutputof
thep-monopolistisgreaterandtheprofitofthemonopolistisgreaterunderaquotahan
underatanffMoreovercountrypspotentrallybetteroffunderaquotahanunderatariff
5. Concludingremarks
Inthispaperwesetupasimplegeneralequilibriumtwo-country,three-good(tw -finalgood
andonenontradedintermediategood),many-primaryfactort adingmodelinwhichfinalgoods
areproducedinperfectlyompetitivemark tsandthenontradedintermediategoodisproduced
byamonopolist.Inthemodelweexaminedth quivalenceoftariffsandquotas,i.e.,effects
ofthechangeintheregimefromtariffstoquotassetatthequilibriumlevelofimportsunder
tariffsonthebehaviorofthemonopolistandonthewelfareoftheimportcountry.We
showedthateveniftheprotectedfinalgoodmarketisperfectlyompetitive,tariffsandquotas
arenotgenerallyequivalent:Theprofitsofthemonopolistsinbothtradingcountriesaral-
waysgreaterunderquotasthanundertariffs.Moreoverifthevalueoftheconjecturalva ia-
tionofthea-monopolistisgrea er(resp.smaller)thanapositivecriticalv ue,thecountryais
(389)
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potentiallybetteroff(resp.worseoff)underquotasthanundertariffs.Similarly,ifthevalue
oftheconjecturalva iationofthep-monopolistisgreater(resp.smaller)thanasomecritical
value,thecountrypispotentiallybetteroff(resp.worseoff)underquotasthanundertariffs
Theconomicintuitionassociatedwithourresultsareveryclear.Eventhoughthein-
termediategoodsarenotradeddirectly,heyaretradedin irectly,andthatmakesthemono-
polistsbehaveasthoughtheirownproductsareraded
Finallyetustumtothecasewherethereexistsfactormarketdistortionineachcountry.Wehere
restrictourattentionoasimplecasewherethenominalw geisfixedconstantandthereexistsunem-
ploymentoflaborineachcountry.ThenitisseenthatthepropositionsIand2arestillcorrect
Moreoverthtotalamountoflaboremployedineachcountryissmallerunderaquuotathanundera
tariff
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